PMP Bootcamp: Understanding Risk Categories — What Kind of Uncertainty Are We Facing?

Student Name: Date:

Instructions: Not all uncertainties (risks) are the same! Understanding different categories of risk helps
us identify, analyze, and respond to them more effectively. This worksheet will explore key risk categories
relevant to your PMP studies and project work.

Core Concept Reminder (from PMBOK 7 & Rita):

e PMBOK 7th Edition: The "Risk" performance domain focuses on addressing uncertainty. The
principle of "Navigating Uncertainty" is central. Risks can be positive (opportunities) or negative
(threats).

¢ Rita Mulcahy's PMP Exam Prep (11th Ed.): Stresses that risk management is proactive and
essential for all projects. Identifying the type of risk can influence how you approach it.

Part 1: What is Risk? A Quick Refresher

1. Risk (Definition): An uncertain event or condition that, if it occurs, has a positive (opportunity)
or negative (threat) effect on one or more project objectives (like scope, schedule, cost, quality).

2. Why is identifying and understanding risk categories important for a Project Manager?

Part 2: Categorizing Risks — Based on RMC Materials (Page 292)
Let's break down the risk categories presented:
A. Two Main Types of Risk:
1. Business Risk:
o Definition: Risk of a gain OR loss.

o Think: These are risks inherent in doing business or undertaking a project with the
potential for upside (profit, market share, innovation) or downside (financial loss,
reputational damage).

o Connection to Positive/Negative Risk: Business risks clearly encompass both:

* Opportunities (Positive Risks): Potential for gain.



»= Threats (Negative Risks): Potential for loss.

o Example of a Business Risk (Opportunity): A new technology becomes available sooner
than expected, allowing your project to deliver an enhanced product that captures more
market share.

o Example of a Business Risk (Threat): A competitor launches a similar product before
yours, potentially reducing your project's expected return on investment.

2. Pure (Insurable) Risk:
o Definition: Only a risk of loss (no chance of gain).

o Think: These are risks where the best outcome is that nothing bad happens. If the risk
event occurs, there's a negative impact.

o Insurable Aspect: Many (but not all) pure risks can be insured against (e.g., fire
insurance, theft insurance).

o Examples (as per slide): Fire, theft, or injury on site.

o Question: Can you think of another example of a Pure Risk a project might face?

B. Non-Event Risks (Sources of Overall Project Risk):
These risks don't stem from a specific uncertain event but rather from characteristics of the project or its
environment.

1. Variability Risk:

o Definition: Risks caused by the inability to predict changes or variations in planned
project elements.

o Think: There's a range of possible outcomes for some project activities or conditions,
and this spread creates uncertainty.

o Examples:
*  Productivity of team members may be higher or lower than planned.
* The number of errors found during testing may be more or less than expected.
*  Fluctuations in the exchange rate for materials purchased from overseas.

o Question: How might "Variability Risk" affect a project's schedule or budget?



2. Ambiguity Risk:
o Definition: Risks caused by a lack of understanding or imperfect knowledge.
o Think: Uncertainty arising from what we don't know or what is unclear.
o Examples:

» Using a brand-new, unproven technology where its future performance is
unknown.

= Having incomplete or poorly defined project requirements.
= Uncertainty about future regulatory changes that could impact the project.
= Complex system interfaces that are not fully understood.

o How can a project team try to reduce Ambiguity Risk? (Hint: Think about gaining
knowledge)

Part 3: Applying Your Knowledge — Scenario Analysis

For each scenario, identify the primary risk category (or categories) involved from the list above
(Business Risk, Pure Risk, Variability Risk, Ambiguity Risk) and briefly explain your choice.

1. Scenario: Your project involves developing a new mobile game. There's a chance it could
become a viral hit, leading to massive profits, but also a chance it could flop and the
development costs would be lost.

o Risk Category(ies):

o Explanation:

2. Scenario: Your construction project site is located in an area prone to sudden, severe
thunderstorms that could damage materials left uncovered.

o Risk Category(ies):

o Explanation:

3. Scenario: You are planning a software project. The number of user stories your experienced
Agile team can complete in each two-week sprint has historically ranged from 8 to 12.

o Risk Category(ies):




o Explanation:

4. Scenario: Your project aims to implement a cutting-edge artificial intelligence algorithm whose
full capabilities and limitations are not yet fully understood by the scientific community or your
team.

o Risk Category(ies):

o Explanation:

Part 4: Connecting to Broader Risk Management

1. Why do you think it's useful for a PM to distinguish between a "Business Risk" and a "Pure
Risk" when planning risk responses?

2. PMBOK 7 emphasizes tailoring. How might the focus on managing "Variability Risk" and
"Ambiguity Risk" differ between a highly predictive (waterfall) project and a highly adaptive
(Agile) project?

o Predictive Project Focus:

o Agile Project Focus:

Key Takeaway: Recognizing these different risk categories helps Project Managers and teams to better
identify, analyze, and plan appropriate responses to the uncertainties inherent in any project. This leads
to more proactive and effective risk management.
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